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1 . REFTEL ADVISED THAT "IN CONTEXT OF BOTH ANZUS AND 
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BILATERAL USG/GNZ TALKS IN WELLINGTON, SOMEONE FROM DEPUTY 
SECRETARY'S PARTY SHOULD BE PREPARED TO DISCUSS ADMINISTRA- 
TION'S POSITION ON FINANCING OF MILITARY SALES TO AUSTRALIA 
AND NEW ZEALAND INCLUDING REVIEW OF ALTERNATIVE FINANCING 
ARRANGEMENTS AND ADVANTAGES OF EACH." 

2. WITH RESPECT TO NEW ZEALAND, WE RECOGNIZE THAT NEW 
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ZEALAND HAS FUNDAMENTAL ECONOMIC DIFFICULTIES INCLUDING A 
SUBSTANTIAL BALANCE OF PAYMENTS DEFICIT. ON THE OTHER HAND, 
OUR ESTIMATE OF NEW ZEALAND'S LIKELY MILITARY PURCHASES 
ABROAD IS VERY LOW (DOLS 4.0-DOLS 5.0 MILLION IN FY 77 AND 
DOLS 3.5 MILLION IN FY 78). THE AUSTRALIAN SITUATION IS 
QUITE DIFFERENT: THE BASIC ECONOMIC POSITION IS QUITE STRONG, 
ALTHOUGH AUSTRALIA IS AFFECTED BY SHORT-TERM PROBLEMS 
CAUSED BY CAPITAL FLIGHT. CURRENT ESTIMATES INDICATE 
AUSTRALIA PURCHASE PLANS ARE OF GREATER MAGNITUDE (DOLS 275- 
DOLS 300 MILLION IN FY 77 AND POSSIBLY DOLS 100 MILLION IN 
FY 78, UNLESS IT CONCLUDES FIGHTER AIRCRAFT PURCHASE FOR 

ADDITIONAL ESTIMATED DOLS 700 MILLION). BOTH GOVERNMENTS 
ARE CONSIDERED GOOD CREDIT RISKS IN THE INTERNATIONAL 
BANKING COMMUNITY; HENCE, IT IS LIKELY THAT NEITHER SHOULD 
HAVE DIFFICULTY IN OBTAINING COMMERCIAL CREDIT. 

3. THEORETICALLY, THERE ARE THREE WAYS IN WHICH USG 

COULD BECOME INVOLVED IN FINANCING OF SALE OF DEFENSE GOODS 
AND SERVICES: (A) EXIMBANK CREDIT; (B) FMS CREDIT; AND (C) 

USG GUARANTEES OF PRIVATE COMMERCIAL FINANCING GIVEN THROUGH 
EXIMBANK OR DOD GUARANTEE OF FEDERAL FINANCING BANK. A 
CATCH 22 SITUATION IS INVOLVED HERE: UNDER ESTABLISHED 
POLICY, PRIVATE BANK OR EXIMBANK FINANCING, RATHER THAN FMS 
CREDIT OR LOAN GUARANTEES ARE TO BE RELIED UPON TO THE 
MAXIMUM EXTENT POSSIBLE IN FINANCING SALES TO DEVELOPED 
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COUNTRIES (SUCH AS BOTH NEW ZEALAND AND AUSTRALIA). AS A 
PRACTICAL MATTER, HOWEVER, EXIMBANK HAS NOT EXTENDED CREDIT 
OR GUARANTEES FOR ARMS PURCHASES FOR PAST YEAR PRESENT 
EXIMBANK POLICY DOES NOT INVOLVE FINANCING PURCHASES OF 
MILITARY EQUIPMENT. FMS DIRECT CREDITS, RARE TODAY, ARE 
NORMALLY MADE AVAILABLE ONLY TO LESS-DEVELOPED COUNTRIES 
AND THEN ONLY FOR OVERRIDING NATIONAL INTEREST CONSIDERATIONS. 
FMS CREDIT GUARANTEES THROUGH FFB ARE NORMALLY PROVIDED 
ONLY TO LDCS. 

4. WITH RESPECT TO CONGRESSIONAL ATTITUDES, WE ESTI- 
MATE THAT CONCERN WOULD BE MORE GENERAL THAN COUNTRY- 
PECULIAR, I.E., ADDING A NEW COUNTRY FOR A PROGRAM WHERE 
CONGRESSIONAL PRESSURE IS TO REDUCE AND CONSTRAIN IT. WE 
HAVE TAKEN POSITION THAT ONE OBJECTIVE IN OUR ARMS SAIF, 

POLICY HAS BEEN TO MOVE FROM GRANT AID TO CREDIT SALES TO 
CASH SALES. WE BELIEVE THERE MIGHT BE SUBSTANTIAL RESIS- 
TANCE ON HILL TO EXTENSION OF FMS FINANCING TO A COUNTRY 
WHICH HAD REACHED STATUS OF BEING ABLE TO PURCHASE ARMS FOR 
CASH, AND SUCH FINANCING COULD PROVOKE AMENDMENT TO ARMS 
EXPORT CONTROL ACT TO REMOVE MUCH OF PRESENT FLEXIBILITY. 

ALSO THERE WILL BE PRESSURE TO HOLD OVERALL FMS CREDIT 
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LEVELS AT OR BELOW CURRENT FY LEVELS. 

5. NEVERTHELESS, IN THE EVENT THAT THERE SHOULD BE A 
FORMAL REQUEST FROM EITHER GNZ OR GOA FOR SUCH FINANCING, 

WE ANTICIPATE SERIOUS POLICY PROBLEMS: MEETING SUCH A RE- 
QUEST WOULD REQUIRE HIGH-LEVEL INTER-AGENCY REVIEW OF ALL 
ISSUES INVOLVED- WITH ATTENDANT GLOBAL POLICY IMPLICATIONS. 

6. THUS, SHOULD ISSUE ARISE, WE SUGGEST THAT MEMBERS 

OF THE UNDER SECRETARY'S STAFF NOTE TO GOVERNMENTS CONCERNED 
PROBLEMS THAT WOULD BE POSED FOR USG, DRAWING UPON INFORMA- 
TION IN PARAS 2 TO 6 ABOVE. SHOULD GOVERNMENTS MAKE SPECIFIC 

REQUEST, WE BELIEVE BEST APPROACH FOR MOMENT WOULD BE TO 
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UNDERTAKE TO REVIEW POLICY ISSUES INVOLVED. VANCE 
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